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Abstract
The government announced in late 2009 that it would freeze tariffs at 





improves. However, the terms of trade effects associated with the tariff 
UHPRYDOJHQHUDWHDYHU\VPDOOZHOIDUHORVV:HDVVHVVWKHVHQVLWLYLW\RI
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Tariff policy: a paradigm shift?
















for reducing tariffs and other barriers to trade, and is pursuing an 
H[WHQVLYH)7$DJHQGD
 1HZ=HDODQGLVLQFUHDVLQJO\RSHQLQJLWVHOIXSWRLQWHUQDWLRQDOWUDGH
and has no plans to increase its tariffs, which would increase prices 
for consumers.  






SXEOLFGHEDWHRYHUWKHGHFLVLRQWRUHWDLQQRQSUHIHUHQWLDOWDULIIV This is 
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New Zealand’s tariffs: an overview
'HVSLWHDVXFFHVVLRQRIPXOWLODWHUDOWUDGHURXQGVXQGHUWKH*$77DQG
:72 DQG XQLODWHUDO HIIRUWV WR UHGXFH WUDGH EDUULHUV PRVW FRXQWULHV
UHWDLQWDULIIVDQGRWKHUWUDGHSROLF\PHDVXUHV1HZ=HDODQGKDVUHGXFHG










other remaining tariffs were held at 5%. 












and our largest source of textiles and clothing imports.
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Figure 1 Primary and manufacturing sector tariffs
%, simple average, MFN rates, 2009








































































































































































































































































































































































































































































































































































































































































































































Table 1 Tariff reduction schedule  
               
2003 tariff July 2006 July 2007 July 2008 July 2009
17-19% 17% 15% 12.50% 10%
10-12.5% 10% 7.50% 5% 5%
5-7.5% 5-7.5% 5-7.5% 5% 5%
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Theory of unilateral tariff reductions
What do tariffs do?




Figure 2 Effects of a tariff in a small country
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 ,W PDNHV WKH LPSRUWHG JRRG DQG WKDW RI GRPHVWLFDOO\SURGXFHG
VXEVWLWXWHVPRUHH[SHQVLYH'RPHVWLFFRQVXPHUVXUSOXVGHFUHDVHV
E\$%&'LQ)LJXUH
 1HZ =HDODQG SURGXFHUV RI JRRGV WKDW IDFH LPSRUW WDULIIV JDLQ




be explored in greater depth when we consider the terms of trade effects in a general 




a reduction their in real disposable income, relative to a scenario 
ZKHUHQRWDULIIVDUHLPSRVHG7KLVFDXVHVDFRQVXPSWLRQHI¿FLHQF\
ORVV'
 7DULIIV GLVWRUW UHODWLYH SULFHV DQG DOORZ UHODWLYHO\ PRUH LQHI¿FLHQW




The net effect on national welfare of imposing the tariff is the sum of the 
FRPSRQHQWVDERYH%'7KHVHDUHUHIHUUHGWRDVµGHDGZHLJKWORVVHV¶
7KHUH DUH RWKHU FRVWV DVVRFLDWHG ZLWK WDULIIV :KHQHYHU 1HZ =HDODQG




0DLQWDLQLQJ WDULIIV FDQ VWLÀH FDSLWDO DFFXPXODWLRQ HFRQRPLHV RI VFDOH
DQGORQJHUWHUPG\QDPLFJDLQVWKURXJKWHFKQRORJ\WUDQVIHU6DOO\
S )LQDOO\ WKHUH LV D UHVRXUFH EXUGHQ DVVRFLDWHG ZLWK PRQLWRULQJ
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Table 2 Infometrics’ modelling of tariff reductions
% change relative to business as usual (BAU) scenario with no tariff changes
                                                       
With fixed 
employment
With fixed          
real wages
Private Consumption 0.01 0.07
Exports 0.69 0.76
Imports 0.44 0.48
Gross Domestic Product 0.08 0.14
Employment (000 FTE) 0 0.2





products  and  paper  products  experience  a  decline  in  domestic  market 














UHVXOWLQJ IURP FKDQJHV LQ WKH UHODWLYH SULFHV RI )2% H[SRUWV DQG &,)
imports9IROORZLQJWDULIIUHGXFWLRQV'L[RQDQG5LPPHUS
,QPRGHOVRIWKHJOREDOHFRQRP\HJ*7$3RUWKHGRPHVWLFHFRQRP\




observed in international trade statistics. 
+RZHYHURQHRIWKHLPSOLFDWLRQVRIWKH$UPLQJWRQVWUXFWXUHLVWKDWDOO
exporters, no matter how small, face downward sloping export demand 
FXUYHV±WKH\FDQQRWVHOOPRUHH[SRUWVZLWKRXWUHGXFLQJWKHH[SRUWSULFH










IDOO E\ PRUH WKDQ LPSRUW SULFHV 1HZ =HDODQG¶V 7R7 GHWHULRUDWH ZKLFK
UHGXFHV1HZ=HDODQG¶VZHOIDUH





:H QRZ WXUQ WR H[DPLQLQJ WKH DOORFDWLYH HI¿FLHQF\ DQG 7R7 HIIHFWV RI
WKH UHFHQW SROLF\ GHFLVLRQ WR PDLQWDLQ 1HZ =HDODQG¶V UHPDLQLQJ QRQ
preferential tariffs at current rates to 2015 at the earliest.NZIER viewpoint | Tari s in New Zealand 11 
Modelling framework
The NZIER CGE model





















021$6+1= UHFRJQLVHV WKUHH W\SHV RI G\QDPLF DGMXVWPHQW FDSLWDO
DFFXPXODWLRQQHWOLDELOLW\DFFXPXODWLRQDQGODJJHGDGMXVWPHQWV&DSLWDO







in changes in real wages.
Base case forecasts and experiment design
Base case
$OOUHVXOWVLQWKLVUHVHDUFKDUHFRPSDUHGDJDLQVWDEDVHFDVHRUEXVLQHVV
DV XVXDO VFHQDULR LQ ZKLFK ZH DVVXPH QR QHZ SROLF\ FKDQJHV :H
10 7KLVLVDNH\DVVXPSWLRQIRUWKLVPRGHOOLQJVFHQDULRDQGLQGHHGPRVW&*(PRGHOOLQJ
H[HUFLVHV,WVLPSOLFDWLRQVDUHGLVFXVVHGIXUWKHUODWHULQWKLVSDSHUNZIER viewpoint | Tari s in New Zealand 12  13 
SURMHFW WKH 1HZ =HDODQG PDFURHFRQRP\ RXW WR  XVLQJ 1=,(5¶V
4XDUWHUO\3UHGLFWLRQVSXEOLFDWLRQDQGDVVXPSWLRQVUHJDUGLQJODERXUIRUFH
SDUWLFLSDWLRQDQGSURGXFWLYLW\JURZWK%DVHFDVHWDULIIUDWHVDUHLQFOXGHG






tariffs are taken into account.  
Policy shock
7KHFRXQWHUIDFWXDOSROLF\VKRFNWKDWHQDEOHVXVWRH[DPLQHWKHHFRQRPLF
effects of maintaining tariffs at current levels to 2015 is eliminating all of 
1HZ=HDODQG¶V0)1WDULIIVIXOO\LQDQGKROGLQJWKHPDW]HURIRUWKH
remainder of the time period. 
We do not consider the reduction in administrative burden that would be 
associated with the removal of all remaining tariffs.12 The tariff revenue 
foregone is replaced via higher levels of general taxation. We also leave 









 7KH SROLF\FDVH OHYHO RI HPSOR\PHQW LQ 021$6+1= HYHQWXDOO\
UHWXUQVWRLWVEDVHFDVHOHYHOYLDUHDOZDJHDGMXVWPHQW(PSOR\PHQW
in exogenous in the long run and real wages are endogenous.
 5DWHVRIUHWXUQJUDGXDOO\UHYHUWWRZDUGVEDVHFDVHYLDWKHDGMXVWPHQW




little impact on the macroeconomic results.
12 7KLVLVEHFDXVHLUUHVSHFWLYHRIRXUWDULIIOHYHOV1HZ=HDODQGZRXOGVWLOOQHHG&XVWRPV
1HZ=HDODQGWRLQVSHFWLPSRUWHGJRRGVFROOHFW*67DOFRKROH[FLVHHWFNZIER viewpoint | Tari s in New Zealand 13 
Table 3 Short run closure assumptions 
                                       
Exogenous (outside model) Endogenous (within model)
Primary factor augmenting technical change  GDP
Average propensity to consume Exports
Public consumption Private consumption
Capital stock Household income
Government net foreign liabilities Government income
Household net foreign liabilities Gross National Disposable Income
Import prices Import volumes
Interest rate on foreign liabilities Export prices
Direct tax rate Investment
Labour tax rate Investment /capital ratio
Production tax rate Rate of return on capital
Shift in export demand schedule Employment
Real wage Terms of Trade
Shift in investment/rate of return schedule



















Figure 3 Change in GDP 
% deviation from baseline




2009 2014 2019 2024




towards the baseline over time as the real wage adjusts upward.
7KHVHUHVXOWVDSSHDUWRFRQ¿UPWKHYLHZWKDWUHPRYLQJ1HZ=HDODQG¶V
UHPDLQLQJ WDULIIV ZRXOG EHQH¿W WKH 1HZ =HDODQG HFRQRP\ DOEHLW E\
UHODWLYHO\ VPDOO DPRXQWV ,Q D SDUWLDO HTXLOLEULXP VHWWLQJ WKH DQDO\VLV
ZRXOGVWRSKHUH,QD&*(IUDPHZRUNZHFDQH[DPLQHVRPHDGGLWLRQDO
SRVVLEO\XQH[SHFWHGLPSDFWVRIWKHWDULIIUHPRYDO
But New Zealand households are worse off
2XUPRGHOOLQJLQGLFDWHVWKDWWKLVLQFUHDVHLQ*'3DQGHPSOR\PHQWGRHVQRW
QHFHVVDULO\PHDQWKDW1HZ=HDODQGFRQVXPHUVDUH³EHWWHURII´$VVKRZQ
LQ )LJXUH  1HZ =HDODQG KRXVHKROGV LQLWLDOO\ VHH D YHU\ VPDOO ZHOIDUH
improvement  as  the  removal  of  tariffs  lowers  import  prices.  However, 
IXUWKHURXWWKHFKDQJHLQZHOIDUHEHFRPHVQHJDWLYHWKHWDULIIUHPRYDO
leads to a welfare decline.   
Figure 4 Change in welfare
% deviation from baseline










LPSRUW YROXPHV IRUFLQJ D GHSUHFLDWLRQ RI WKH H[FKDQJH UDWH ,Q RUGHU
WR IXQG WKH DGGLWLRQDO LPSRUWV 1HZ =HDODQG KDV WR H[SRUW PRUH VHH
)LJXUH*LYHQWKDW1HZ=HDODQGIDFHVGRZQZDUGVORSLQJH[SRUWGHPDQG
FXUYHVWKHRQO\ZD\LWFDQH[SRUWPRUHLVWRUHGXFHH[SRUWSULFHVNZIER viewpoint | Tari s in New Zealand 16  17 
Figure 5 Change in trade volumes
% deviation from baseline











KRXVHKROGV¶ SXUFKDVLQJ SRZHU DQG RYHU WLPH WKLV PRUH WKDQ RIIVHWV
the  improved  household  incomes  that  result  from  improved  allocative 
HI¿FLHQF\7KHQHWUHVXOWLVDVOLJKWZHOIDUHORVV
Figure 6 Change in terms of trade
% deviation from baseline





2009 2014 2019 2024
6RXUFH1=,(5
Industry effects13





(PSOR\PHQW DQG RXWSXW FRQWUDFW LQ SUHYLRXVO\ SURWHFWHG VHFWRUV VXFK
DV SUHIDEULFDWHG EXLOGLQJV IXUQLWXUH DQG 7&) ZKLFK DOO H[SHULHQFH
HPSOR\PHQWIDOOVRIWREHORZEDVHOLQH6PDOOHUGHFOLQHVDUHVHHQ
in the plastics, cosmetics and small goods sectors. 














tariff reductions also cause a large ToT effect, which causes aggregate 
ZHOIDUHWRGURSE\86PLOOLRQ7KLVPRUHWKDQRIIVHWVWKHHI¿FLHQF\
JDLQUHVXOWLQJLQDQHWZHOIDUHORVVRIDURXQGRI*'3RURI
SULYDWHFRQVXPSWLRQNZIER viewpoint | Tari s in New Zealand 18  19 
Discussion
Negotiating coin vs. signalling effects 
2XUPRGHOOLQJUHVXOWVVXJJHVWWKDWDXQLODWHUDOHOLPLQDWLRQRI1HZ=HDODQG¶V
remaining  tariffs  would  generate  a  small  improvement  in  allocative 
HI¿FLHQF\,IZHORRNDW*'3UHPRYLQJWDULIIVUHVXOWVLQDOORFDWLYHHI¿FLHQF\
JDLQVRIE\7KLVWUDQVODWHVLQWR*'3EHLQJVRPHPLOOLRQ
higher  in  2025  than  under  a  scenario  where  tariffs  are  retained.  This 
SURYLGHVVRPHVXSSRUWWRWKHYLHZWKDWUHWDLQLQJWDULIIVLPSRVHVQRQ
WULYLDOFRVWVRQWKH1HZ=HDODQGHFRQRP\
+RZHYHU VLPLODU WR 'L[RQ DQG 5LPPHU  ZH DOVR ¿QG WKDW WKH

















regional trade negotiations and have a stronger case for demonstrating 
WKDW HFRQRPLHV FDQ ÀRXULVK ZLWKRXW DQ\ WDULII SURWHFWLRQ ZKDWVRHYHU









the trade off between the value of retaining the tariffs as negotiating coin 
LQWHUPVRIWKHEHQH¿WVRIVXEVHTXHQW)7$VWKDWPLJKWQRWHYHQWXDWH
ZLWKRXWVXFKFRLQDQGWKHYDOXHRIWKHVHUHSXWDWLRQRUVLJQDOOLQJHIIHFWVNZIER viewpoint | Tari s in New Zealand 19 
Without empirical evidence on the latter, it is not unreasonable to suggest 
WKDWUHWDLQLQJ1HZ=HDODQG¶VFXUUHQWWDULIIVPD\EHWKHSUHIHUUHGSROLF\
option, at least in the short term.
Sensitivity analysis: terms of trade effects 





















the welfare gains from unilateral reductions in automotive tariffs using 
&*(PRGHOOLQJ3URGXFWLYLW\&RPPLVVLRQDQDO\VLVFRQFOXGHVWKDW
reducing  these  tariffs  would  deliver  welfare  gains  of  around  0.06%  of 
UHDO*URVV1DWLRQDO([SHQGLWXUHSHU\HDU'L[RQFRQWHQGVWKDWWKLV
PRGHOOLQJLVLQFRUUHFWGXHWRH[SRUWGHPDQGHODVWLFLWLHVDQGFDSLWDOODERXU
VXEVWLWXWLRQ HODVWLFLWLHV WKDW DUH ERWK WRR KLJK 'L[RQ¶V RZQ PRGHOOLQJ




E\ WDULII UHGXFWLRQ 6DOO\  S VXJJHVWV WKDW DQ RSWLPDO WDULII
LV LQWHUHVWLQJ LQ WKHRU\ EXW KDV OLPLWHG SUDFWLFDO UHOHYDQFH DV YHU\
few  countries  have  such  market  power  in  the  long  run,  and  because 
UHWDOLDWRU\DFWLRQVE\RWKHUJRYHUQPHQWVFRXOGPDNHDQ\WHUPVRIWUDGH
JDLQVQHJOLJLEOH%URGDHWDODJUHHWKDWWKHUHKDVEHHQDOPRVWQR
empirical evidence at all of governments setting optimal tariffs to affect 
WKHLUWHUPVRIWUDGHZLWKPRVWHFRQRPLVWVJHQHUDOO\DVVHUWLQJWKDWVPDOO
FRXQWU\DVVXPSWLRQVDUHDSSURSULDWH
1HYHUWKHOHVV WKH PDJQLWXGH RI WKH WHUPV RI WUDGH HIIHFWV LQ RXU &*(
PRGHOOLQJ H[HUFLVH DUH FUXFLDOO\ GHSHQGHQW RQ WKH H[SRUW HODVWLFLW\
SDUDPHWHUVXVHG=KDQJ7KHUHLVDODFNRI1HZ=HDODQGVSHFL¿F








demand result in lower welfare. That is because the export price drops 
IXUWKHULQUHVSRQVHWRFKDQJHVLQH[SRUWYROXPHVZLWKDORZHUHODVWLFLW\




Figure 7 Variation in welfare
% deviation from baseline












DIIHFWV FRQVXPSWLRQ PRUH WKDQ GRXEOLQJ WKH HODVWLFLW\ 7KDW UDLVHV DQ




elasticities, normalised such that our default levels have a value of 100. 
7KHUHVXOWLVVKRZQLQ)LJXUHNZIER viewpoint | Tari s in New Zealand 21 
Figure 8 Welfare vs elasticity of demand
% deviation from baseline vs index of export demand elasticity











$V LOOXVWUDWHG LQFUHDVLQJ WKH HODVWLFLW\ RI H[SRUW GHPDQG FDXVHV D




7KLV PHDQV WKDW WKH NH\ FRQFOXVLRQV RI RXU VLPXODWLRQ DUH QRW KLJKO\
sensitive to the parameter estimates used.NZIER viewpoint | Tari s in New Zealand 22  23 
Conclusions
8VLQJDQHZO\GHYHORSHGG\QDPLF&*(PRGHORIWKH1HZ=HDODQGHFRQRP\












&RQ¿UPLQJ WKLV K\SRWKHVLV LV GLI¿FXOW 2XU DQDO\VLV FRQWULEXWHV WR WKH
GHEDWHE\VXJJHVWLQJWKDWWHUPVRIWUDGHHIIHFWVPDWWHUDQGWKDWWKHVH
effects need to be considered in evaluating the potential gains from tariff 
UHPRYDO HVSHFLDOO\ ZKHQ WDULIIV DUH DOUHDG\ DW ORZ OHYHOV 7KH SUHFLVH
PDJQLWXGH RI WKHVH HIIHFWV GHSHQGV FUXFLDOO\ RQ WKH H[SRUW GHPDQG
HODVWLFLWLHVXVHGLQDQ\&*(PRGHOOLQJIUDPHZRUN7KLVVXJJHVWVWKHUHPD\
EHYDOXHLQIXUWKHUUHVHDUFKWRHVWLPDWH1HZ=HDODQG¶VH[SRUWGHPDQG





























,QIRPHWULFV  µ5HYLHZ RI ,PSRUW 7DULIIV EH\RQG ¶ 5HSRUW WR
0LQLVWU\ RI (FRQRPLF 'HYHORSPHQW 2QOLQH DW KWWSZZZPHGJRYWQ]
WHPSODWHV0XOWLSDJH'RFXPHQW72&BBBBDVS[
1DUD\DQDQ * DQG 7HUULH / :DOPVOH\ (GLWRUV  *OREDO 7UDGH
$VVLVWDQFH DQG 3URGXFWLRQ 7KH *7$3  'DWD %DVH &HQWHU IRU *OREDO
7UDGH $QDO\VLV 3XUGXH 8QLYHUVLW\ 2QOLQH DW KWWSVZZZJWDSDJHFRQ
SXUGXHHGXUHVRXUFHVUHVBGLVSOD\DVS"5HFRUG,' NZIER viewpoint | Tari s in New Zealand 24 




3URGXFWLYLW\ &RPPLVVLRQ  µ0RGHOOLQJ HFRQRP\ ZLGH HIIHFWV RI
IXWXUHDXWRPRWLYHDVVLVWDQFH¶3URGXFWLYLW\&RPPLVVLRQ0HOERXUQH












6XUDQRYLF 6 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2QOLQHYHUVLRQ$FFHVVHGRQOLQHDWKWWSLQWHUQDWLRQDOHFRQFRP7UDGH7
toc.php 





:72  7DULII SUR¿OH 1HZ =HDODQG 2QOLQH $FFHVVHG RQOLQH DW KWWSVWDW
ZWRRUJ7DULII3UR¿OH:6'%7DULII3)9LHZDVS["/DQJXDJH (	&RXQWU\ 1=
=KDQJ ;  µ$UPLQJWRQ HODVWLFLWLHV DQG WHUPV RI WUDGH HIIHFWV LQ
JOREDO &*( PRGHOV¶ $XVWUDOLDQ 3URGXFWLYLW\ &RPPLVVLRQ VWDII ZRUNLQJ
SDSHU-DQXDU\+DOVZHOO6W7KRUQGRQ_32%R[:HOOLQJWRQ 
7HO_)D[ 
HFRQ#Q]LHURUJQ]_ZZZQ]LHURUJQ]
1=,(5¶VVWDQGDUGWHUPVRIHQJDJHPHQWIRUFRQWUDFWUHVHDUFKFDQEHIRXQGDWZZZQ]LHURUJQ]:KLOH1=,(5ZLOOXVHDOOUHDVRQDEOHHQGHDYRXUVLQ
XQGHUWDNLQJFRQWUDFWUHVHDUFKDQGSURGXFLQJUHSRUWVWRHQVXUHWKHLQIRUPDWLRQLVDVDFFXUDWHDVSUDFWLFDEOHWKH,QVWLWXWHLWVFRQWULEXWRUVHPSOR\HHVDQG
%RDUGVKDOOQRWEHOLDEOHZKHWKHULQFRQWUDFWWRUWLQFOXGLQJQHJOLJHQFHHTXLW\RURQDQ\RWKHUEDVLVIRUDQ\ORVVRUGDPDJHVXVWDLQHGE\DQ\SHUVRQ
UHO\LQJRQVXFKZRUNZKDWHYHUWKHFDXVHRIVXFKORVVRUGDPDJH